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This project is to study the strategies of high fashion business in Beijing. By 
observation, interviews, literature review and three case studies, we review the 
macro environment, retail market situation and strategies of high fashion business in 
Beijing. Following that, we define the problems and difficulties they are facing. 
In order to suggest some improvement for their current situation and to set a blueprint 
for the new entrants, we develop an action plan with critical success factors. 
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In the first quarter of 1994, the total value of retail commodities in China 
amounted to RMB352.24 billion, a rise of 25.2 percent over the same period in 1993. 
The growth rate was 22 percent in January, 30.3 percent in February and 23.9 percent 
in March\ Sales were smooth and market operations were stable though the real 
growth rate of sales volume rose by only 5 percent after allowing for price rises. Still 
the sales volume of famous brand, quality and new products rose sharply. Famous 
brand cashmere garments, men's lounge suits, fur coats, shirts and leather shoes 
continued to sell well. According to 64 department stores throughout the country, in 
January and February, the sales volume of textiles registered a rise of 140 percent over 
the corresponding period of the year before. A name-brand shop in Shanghai selling 
French and Italian garments and boutiques promised its customers that it will pay ten 
times compensation for one unqualified product. One can tell that it is really doing 
good business. 
By the year 2000, China is expected to be the single largest marketplace on 
earth. Meanwhile the increasing affluence of its citizens, their belief in the superiority 
of imported goods and their willingness to try new products make China an ideal 
market for foreign brands. More importantly, Chinese consumers also enjoy relatively 
‘“Trends of China's Consumer Goods Market." Economic Reporter No. 6 (1994) 
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high disposable income. Most spent only 13 percent of their earnings on basics like 
housing, utilities, education and medical expenses, although this percentage may rise as 
subsidies on goods and services are reduced or eliminated. 
The trend, according to a recently released study by D'Arcy, Masius, Benton 
and Bowles, Hong Kong (DMB&B), is for foreign brands to replace Chinese products 
as brand leaders in practically every category surveyed. Consumers in China are 
preoccupied with where the products are made. Imported products sit atop their 
hierarchy, followed by joint venture products, with domestic products the least highly 
regarded. Even though imported goods cost two or three times more than domestic 
equivalents, Chinese consumers appear willing to pay. Realizing the fact China market 
will be the future of their business growth, many brand products retailers set up outlet 
in China in an effort to build up presence. 
Purpose 
The prospect of China retail market is promising. However, the current 
situation is quite difficult for the foreign investers in retail business. The 80 percent to 
100 percent imported tax and the 17 percent Value Added Tax make the high fashion 
not very competitive. Moreover, the lack of top brand awareness and the 
comparatively small size of the elite put the high fashion business in China in a 
challenge. Most of the foreign brands are suffering a loss in the China market. 
To many companies, it is the investing period now. "Future is bright but road 
is difficult.” is a common impression shared by the foreign retailers in China. 
What exactly is the situation now? How is the potential of retailing business in 
China? Yet how the retailers tackle the problems and plan for the future? The 
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purpose of this project is to discuss on these topics and deduce some recommendations 
from the analysis from literature review and more importantly, the experience and 
opinions of the senior management of the fashion houses. From their experience, we 
would investigate their strategies and try to develop an action plan with some critical 
success factors. 
Scope 
Most studies and reports of retailing in China have focus on Shanghai and 
southern China. In this project, however, we will look into Beijing which is the capital 
of China and the city with the second highest family income. Beijing, as the political 
center in China, has most of the government heads in it and the policies are being 
followed strictly. This paper will attempt to investigate the specific actions the foreign 
retailers have adopted and suggest which ones should be adopted. 
Our scope of study is confined to Beijing, with focus on high fashion. The 
reason of choosing high fashion business is that it is a difficult business now but so far 
there are not specific studies in this area and not much suggestions for it. 
The definition of high fashion is based on the price range of the merchandise 
and the target customers worldwide. Its primary target customers are top elite in the 
society, including businessmen, senior management, professionals and certainly the 




Since little is known about the phenomenon we are investigating, an 
exploratory research would be carried out. This can be considered as an initial step 
which can be followed by descriptive or causal research. 
Data Collection Method 
The study would involve the collection of primary and secondary data. 
The collection methods are: 
• observation 
• literature surveys 
• experience surveys/key informant survey through depth interview which are 
loosely structured and informal with flexibility 
• analysis of selected cases 
Sampling Frame 
Convenience Sample of those working in top fashion shops in Beijing such as 
salesladies. 
Judgement Sample of those top fashion brands which have outlets or 






Here we summarize the macroenvironment of Beijing such as demographics 
and economic environment in order to understand the size and potential of the retail 
market. 
Geography 
Beijing municipality is a separate administrative region under the jurisdiction of 
the central government. It covers four city districts, six suburban districts, and eight 
outlying counties. 
Population and Demographics 
Beijing's population in 1993 was 11.3 million. 24 percent live in the city 
proper, 36 percent in the near suburbs, and 40 percent in the outer suburbs and 
^McGraw Hill. China's Consumer Market Vol. I. McGraw Hill, August 1994, p.30-33 
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counties. According to the 1990 census, 75 percent of the population was classified as 
.urban. The average family size in Beijing was 3.5 people. 
The largest share of the population, 22 percent, is in the prime consumer 
target-market age bracket of 27-36 years of age. 
Beijing's population grew at a 1.8 percent rate between 1982 and 1992. Some 
6.5 percent of the population are migrants from other provinces. Beijing's population 
will rise to 13.12 million by 2003. 
Economic Size and Growth 
Beijing's GDP in 1993 was US$15.9 billion. Beijing's economy accounts for 
2.9 percent of the national total, and per capita GDP is the second highest in China. In 
1993，per capita GDP was US$1,408, more than three times the national average. 
Table 1 depicts an economic snapshot of Beijing. 
Beijing is attracting more attention as foreign investors make their way through 
government organizations to meet with central administration officials, and to identify 
joint-venture partners and marketing opportunities. 
The central authorities foresees Beijing as a showcase city, rather than as 
industrial giant. Thus, the city's economy will generate more of its future growth from 
the services sector. 
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TABLE 1 
ECONOMIC SNAPSHOT OF BEIJING 
(Billions of US$) • 
Size Size Rank Rank 
1993 2003 1993 2003 
GDP 15.9 38.8 U U 
GDP Per Capita 1408.2 2956.4 2 1 
Consumer Spending ^ H 15 
Per Capita Consumer Spending 304.1 4 8 
Retail Sales 9.2 21.3 8 9 
Per Capita Retail Sales 815.2 1630.2 1_ 2 
Population ( millions ) 11.31 13.1 丨 u | T T 
Ranks are across 15 provinces. 
Source: McGraw Hill. China's Consumer Market. Vol. I. McGraw Hill, 
August 1994 P.30 
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Inflation 
Beijing has been beset by inflation in recent years, with consumer prices rising 
nearly 13 percent annually between 1985 and 1993，and topping 20 percent last year. 
Rapid increases in service prices, especially for housing and utilities, and in food prices 
have been the principal causes. Consumer price inflation over the next 10 years is 
forecasted years to average 10.7 percent annually, slightly above the national average 
of 10.2 percent. 
Income and Income Distribution 
Beijing's urban income is among the highest in the country. Urban incomes in 
1993 averaged RMB3,210, some 34 percent above the national average, trailing only 
Guangdong and Shanghai in all of China. Average spending per capita was 
RMB3,421. Given an average urban family size of 3.3 people, this translates to 
average family spending ofRMB 112,893 (US$1,956). Per capita urban spending grew 
at an average of 16.4 percent annually from 1985 to 1993, or 3.3 percent after 
adjusting for inflation. 
Purchasing Power 
Continued strong economic growth should help build Beijing's consumer 
market. It is forecasted that the average annual consumer spending growth over the 
next 10 years will be 4.7 percent which will increase the size of the market 
(discounting inflation) by nearly 60 percent. Based on this, per capita consumption 
will increase by 36 percent from US$304 in 1993 to US$363 (1992 dollars) in 2003. 
、 9 
Beijing residents will see their spending rise to RMB12,753, from RMB2,895 
� i n 1993. Beijing consumers will be the fourth biggest spenders in 2003，trailing 
Shanghai, Guangdong and Zhejiang. Currently, Beijing's urban consumers rank third in 
spending in China. In 1993 the average urban resident in Beijing allocated 47 percent 
of his budget to Food, Beverages and Tobacco, two percentage points below the 
national average. Clothing (16.4 percent) and Daily Use Articles (12.4 percent), 
absorb the second and third largest shares of spending. Clothing is projected to rise 
slightly as a share of total spending over the next few years. 
Retail Sales 
Beijing is the second largest retail market among China's 35 main cities, trailing 
only Shanghai. Per capita retail sales in 1993 totaled RMB 1,822, the highest in the 
country. Per capita sales are forecast to rise 50 percent to reach RMB7,917 in 2003. 
Clothing and footwear is forecasted to be the fastest growing product market, with 
real retail sales rising 7.4 percent per year. 
Fashion Retail Market Situation in China^ 
Retail sales of clothing and footwear reached an estimated $33 billion in 1993, 
which is about 16 percent of China's total retail sales. Most sales of clothing and 
footwear are generated by China's urban population. China's urban households spend 
on average 14.6 percent of the household budget on clothing and footwear compared 
with a share of 6.8 percent for rural households. This means that about 70 percent of 
China's retail sales of clothing and footwear are purchased by urban households. 
3 McGraw Hill. China's Consumer Market Vol. II McGraw Hill, August 1994，p.41-91 
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Imports of clothing and footwear have grown at an astonishing rate in the last 
several years, jumping from RMB214 million in 1991 to RMB970 million in 1993. 
Although China is strong in clothing manufacture, it is weak on the design side. 
As a result, most foreign designers enter into a joint-venture agreement with a Chinese 
manufacutrer to produce their designs locally for sale in their signature stores. 
Designers who are already in China or who have announced plans to enter include 
Laura Biagiotti, Oscar de la Renta, DKNY, Anne Klein II，and KL by Karl Lagerfield. 
In 1992, there were 50 foreign-invested joint fashion companies in Beijing. 
Market Size/Profile 
Beijing is one of the regions with the largest retail sales market in China. There 
is a high urban share of population in Beijing which is associated with higher spending 
on clothing and footwear. 
Per capita sales of clothing and footwear in Beijing is RMB567 (compared to 
RMB162 countrywide), reflecting the high urban concentration of population, one of 
the strongest indicators of the propensity to buy ready-made clthing. Together with 
Shanghai with a per capita sales of RMB684, these two provinces are more likely to 
buy higher quality clothing, often imported or manufactured by joint ventures in China, 
and in particular, fashionable clothing which has made a splash in the Chinese market. 
The relative importance of foreign trade in cities like Beijing means that they 




One of the most interesting characteristics of the clothing and footwear sector 
in China is the greater level of interest in fashionable and high quality clothing. The 
potential market for fashionable clothing is large because Chinese consumers, used to 
everything basic, have enormous pent-up demand for high quality goods, knowledge 
about which has come since Chinese reforms and greater contact with the outside 
world. 
With purchasing power of the Chinese rising steadily, particularly the 25-40 
age group, and consumer tastes becoming increasingly westernized, imports of brand 
name clothing are selling well. People are paying more attention to design, quality and 
brand names. 
Consumer Attitudes 
Clothing and footwear is the second most important spending category for 
Chinese consumers and accounts for about 14 percent of the all consumer outlays. 
This is very high relative to other Asian countries (with the exception of Hong Kong, 
where 21 percent of the spending is allocated to clothing and footwear), e.g. Korea 
and Taiwan allocate only 4.3 percent and 4.6 percent respectively of their household 
budget to clothing and footwear. 
Surveys of Chinese consumers indicate that the country is in fact adopting 
many of the characteristics and tastes of the Hong Kong market. 
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Because high fashion is relatively new, it is necessary to use television 
advertising and fashion shows, to tell the audience about the. latest fashions, how to 
check for quality fabric,and how to choose clothing correctly based on age and figure. 
Various Market Segments 
Clothing accessories 
Clothing accessories, while small, is the fastest growing segment of retail sales 
of clothing and footwear and reflects China's interest in western fashion. The 
relatively low investment required to buy a belt or even a handbag (relative to an outfit, 
for example) means that consumers of almost any age group can buy clothing 
accessories. Design boutiques which offer complementary boutiques (for example, 
Louis Vuitton) will appeal to the middle and high income households. 
Women lingerie 
Working women professionals and women from well-off families are the prime 
target market for brand name imported lingerie.There is a big potential market in 
China, since women make up 48.6 percent of the Chinese population, of which 63 
percent are over the age of 19. 
Although the bulk of the Chinese market is still geared to low to medium-
priced lingerie, up-scale lingerine products in the large cities of China are selling fast. 
This is reflected in the strong increase in lingerine imports over the past five years (+90 




In the last few years the retail sales growth of men's uits has risen substantially 
to average 23 percent per year between 1990 and 1993，making men's suits one of the 
fastest growing segments of clothing and footwear. 
The highest per capita spending on men's suits in China is in Beijing, which is 
RMB180. 
Brand name suits are perceived as representing a person's success, and his 
economic and social status; thus, men are willing to spend money on a more expensive 
suit. 
Marketing Strategies 
As there are limited written sources of overall strategies in high fashion 
business, we would diagnosis those parts through the case studies. Here we would 
focus on getting insight from the literature review of marketing strategies of branded 
products. 
Following the implementation of the reforming and opening policies as well as 
the establishment of the socialist market economy system, consumer product market in 
China grows brisk and excited, and the purchasing power of the people keep on 
increasing. According to government statistics, urban incomes in China grew by 10.2 
percent in 1993. An estimated 100 million of China's 1.18 billion plus population are 
now affluent enough to buy imported consumer goods (brooks). Investment Bank 
Kleinwoet Benson has predicted that if rapid economic growth continues, 20 percent 
14 
of urban households throughout China will be in the middle-income bracket within a 
decade. 
More importantly, Chinese consumers also enjoy relatively high disposable 
income. Most spent only 13 percent of their earnings on basics like housing, utilities, 
education and medical expenses. People in large cities are spending no longer just to 
satisfy basic needs but to obtain goods of higher quality and of better design. One 
conspicuous trend emerge in large cities is that increasing number of consumers are 
willing to pay a considerable sum to buy goods with famous brands. 
The emerging trend offers excellent opportunities to international retailer of 
branded fashion who keep an close eye on the growing market. To capture more profit 
out of this opportunity, retailers are trying hard to understand consumers' attitude 
towards branded fashion. In Far Eastern Economic Review (February 1 9 9 3 ) � i t was 
commented that “For most part, building brand awareness - and convincing Chinese 
consumers to pay a stiff premium for their products - has required big dollops of both 
imagination and persistence." 
Where should these imagination and persistence come from? The answer lies 
on the paper by John Wong (1986)5. jg stated that a product provides to its user a 
set of functional benefits and a set of psychological benefits. The functional benefits 
depend on the quality and the usefulness of the product. The psychological benefits 
include the interpretation of using the product as a status symbol or for self-
enhancement. As noted in this paper,"The positioning of brand image is a positioning 
of psychological benefit bundle." 
4 Far Eastern Economic Review (February 1993) 
5 John Wong. "The Concept of ‘Face，in Asian Culture: Its Implications to Marketing." 
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The paper also asserted that "The symbolic benefit of the brand would be 
important to consumer segments that are socially conscious, and group oriented. The 
strong orientation toward group norm, the anxiety of isolation and the fear of refection 
from group due to the consequence of loss of face have led to greater acceptance of 
established brand name products in the Asian countries " It was argued that "it is the 
psychological or social imaginary elicited by the brand rather than the functional 
benefit bundle of the product that is being considered the most important ” Wong 
(1986) also mentioned that "To the Chinese, money is important to obtain the needed 
comforts in life, and as a means to conspicuous consumption for maintaining or 
increasing one's status in the community." 
Product Strategies 
Customers buy a product because of the benefits that one is expected to gain 
from consumption of product. Therefore, effective marketing strategies should 
maximize the perceived benefits, both functional and psychological, to the customers. 
As mentioned by John Wong (1986), the functional benefits depends on the quality and 
usefulness of the product. As many of the multinational retailers come to the China 
market in recent years only, most of the consumers are still not familiar with the 
products they bring in. How can they evaluate the product quality? According to 
Olson and Jacoby (1972/ consumers evaluate a product on the basis of information 
cues. Such cues have been separated into two categories, namely intrinsic (e.g., taste, 
design, performance) and extrinsic (e.g. price, brand name, country of manufacture). 
® Olson and Jacoby (1972) 
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Consumers utilize extrinsic cues like brand name and country-of-manufacture 
in evaluating a brand because they often are unable to detect its true intrinsic quality. 
Quality is seldom detectable prior to purchase (or repeated purchase). 
Some researches have been done on brand name effect and country-of 
manufacture effect on product evaluation (Ulgado and Lee 1993)?. Ulgado and Lee 
found that where brand name and country-of-manufacture were the only piece of 
information given about a product, consumers used both pieces of information in 
evaluating the product. However, the generality of the finding should be limited to the 
• > 
situation where the brand name and country labels are the only information available. 
In the same study by Ulgado and Lee, it was revealed that where specific attribute 
product information was available as well as brand name and country-of-manufacture, 
consumers relied heavily on the brand name information. 
However, the universality of such conclusions from Ulgado and Lee's studies is 
seriously questionable as many studies have shown that the country-of-origin effect to 
be country-specific (Catt, Jolibert, and Lohnes 1982广 product/product category-
specific (Lumpkin, Crawford, and Kim 1985)9 ^^ consumer-specific (Shimp and 
Sharma 1987)^°. Such findings may also be applicable to brand name effect. 
There is another interesting observation in China which perhaps can give 
insights to marketers in formulating product strategy to increase the perceived 
psychological benefit to customers. In China, people like to show off visibly the brand 
labels of their clothes, sun-glasses and so on. For instance, they may not remove the 
7 Francis M. Ulgado and Moonkyu Lee, "Consumer Evaluations ofBi-National 
Products in the Global Market." Journal of International Marketing. Vol. 1, No. 3, 
1993, p. 5-22 
8 Catt, Jolibert, and Lohnes 1982 
9 Lumpkin, Crawford, and Kim 1985 
10 Shimp and Sharma 1987 
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brand sticker on their sun-glasses after purchase even though this may hinder their 
sight. ’ 
In H.M. Yau's paper^\ it mentioned that for "Chinese, gift-giving is one of the 
way to build up relationships with friends. ...gifts presented should be expensive 
enough to match the income of the givers so that they are giving face to those who 
receive their gifts and they gain face at the same time because they are thought of being 
sincere.” However, Chinese people are not usually in the habit of telling how much the 
value of the gift is. As a result, the receiver of the gift may have to guess how 
expensive the gift is. If the gift has a well-known brand name and the brand is visible 
on the product, it would be easy to know that the gift is an expensive one. 
An example will be Louis Vuitton (LV) brand which is very successful and 
well-known in China. Its LV bags are very popular among China's upper class people. 
One possible explanation for this is the highly visible brand name on the products 
themselves such that other people know immediately that they are LV bags at first 
sight. 
In fact, Beijing people have their own taste. As mentioned by Zhang of 
Zegnai2，preferred looks are distinctly conservative. "Beijing customers like dark, 
solid colors, especially navy blue and dark gray. Stripes are considered too bright. 
Jackets should not have back vents and must be straight-cut. Fabrics must be 100 
percent wool." The taste, however, may change as time goes by and as the customers 
are being "educated" by the brands' promotion. The fashion brands must be highly 
aware of the market need. 
n Hau, Oliver H.M "Chinese Cultural Values and Their Marketing Implications.” 
South China Morning Post. July 18 1994, "Long Term Strategy Safest on 
Mainland." 
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， Pricing Strategies 
Wong (1986) indicated that for the consumer, the price of a product could be 
interpreted as an indicator for quality and also as a surrogate for social and 
psychological satisfaction. Therefore, it is important for the marketers to understand 
the psychology related to expenditure and consumption. Hsu (1981) has observed that 
there is a different interpretation between conspicuous consumption in China and in 
America. Consumption in America, is largely personal and only incidentally 
ceremonial. Thus, the Americas would engage in conspicuous consumption because he 
owes it to himself. However, the Chinese would do so because he owes it to his family, 
relatives and friends. As a result, the Chinese value a lot of the outer social world to 
the self and gives the individual a set of coordinates by which to measure behavior. 
They want to let the outer world know that they possess nice things that are as 
repectable as themselves. This helps to show their social status and respect.. The 
character and degree of the individual's expenditures is essentially ceremonial in nature, 
not personal, and which is commanded by one's established place in the community. 
The respectable person must fulfill his obligations to others. Therefore it is so 
important to let them know that he cares, he would spend more money and give the 
best thing. 
Budgetary considerations are minor in comparison to the gaining of recognition 
and acceptance with the primary social group. The intention to buy an expensive brand 
or to offer an expensive gift be interpreted as an internalized feeling of how an 
individual perceives the self with the others. 
Once brand awareness is built, consumers are willing to pay high price. For 
example, Louis Vuitton and Pierre Cardin have been very successful because most 
people know that they are famous and when you own one LV bag, other know that 
19 
they are expensive and this is a symbol of status. When one offer it as a gift to the 
other, he wants to let him know that he really value their relationship and the expensive 
I 
branded product can be viewed as an easy expression. The receiver will feel good too 
when other people know that he receive the expensive brand product and he is highly 
respected. Here the critical thing is that the brand product is famous and other people 
know the value of it. 
Distribution Strategies 
Wholly foreign-owned retail enterprises are not permitted. However, there are 
some other options for the foreign retailers to sell in China. According to Ho and 
Leigh's analysis (1994)^^, there are mainly four ways. 
Firstly, State-approved joint venture department stores. They have received the 
most publicity of any form of foreign involvement. Yaohan in Shanghai and Beijing is 
an example. 
Secondly, retail arms of manufacturing joint ventures. Some of the most 
successful retail outlets in China are those that have been opened by manufacturing 
joint ventures, such as Crocodile and Mexx. 
Thirdly, franchising. Franchising seems to be an increasingly popular way of 
entering the China retail market, as it shields the foreign company from currency risks 
and involves comparatively little capital outlay. Giordano announced last year its 
decision to convert its China strategy from one based on investment to one of 
franchising. 
“David Ho and Nancy Leigh. "A Retail Revolution." The China Business Review 
(January - February 1994), p.24 
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Fourthly, distribution/consignment. It is to enter into a distribution 
arrangement with a Chinese company enables foreign companies to avoid large capital 
outlays. The most common way to do this is to rent space in a large department store 
or in a shopping mall attached to a foreign joint-venture hotel. The foreign company 
supplies the goods and the store supplies management personnel. 
In order to minimize the capital outlay, most of top brands choose the fourth 
way, that is having a shop or consignment in the department store or hotel shopping 
mall. 
Promotion Strategies 
Promotion activities are important to branded fashion retailers in China for the 
following reasons. Firstly, the intensifying competition brought by growing number of 
retailers increase the need for more vigorous promotional campaigns to market one's 
product. Moreover, as most of the brands enter the China market recently, 
promotional activities should be launched to enhance brand awareness and to highlight 
the functional and psychological benefits offered by the products. 
According to Tao the Chinese consumer product market relies on the 
following means of promotion: personal selling, advertisement, public relation and 
business extension. For obvious reasons, public relation and business extension are not 
appropriate means to promote consumer products such as high-fashion and thus they 
are out of question for the purpose of this project. Then the next question to be 
answered is that which is the more effective and efficient means of promotion for high 
fashion: personal selling, advertising or a mix of them. 
“Pengde Tao. "Research on Promotion in Chinese Consumer Product Market." The 
First South China, p. 196-197 
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Personal selling 
Tao (19—) further states in his article that direct promotion has quietly gained 
its popularity in some cities including Beijing. However, due to some unfavorable 
factors, such as low levels of productive forces, large population, inconvenience in 
communication, transportation, use of computers and bank credits, inappropriate 
purchasing habits and psychology, and also unskillful technique, it is impossible for 
direct promotion for selling consumer goods to be widely adopted throughout China 
within a short period. 
Advertising 
Advertising, being the main emphasis of pull campaign, is usually advisable 
when the product is widely used by consumers, when the channel is long, when the 
product is not very complex, and when self-service is the predominant shopping 
behavior (Hennessey, 1992，pp.472)i5. Let's look into these factors one by one. The 
average Chinese monthly pay is RMB300. Although urban income may be higher than 
average, payment of several thousand dollars for high fashion is still out of reach to 
most of the urban consumers. It is therefore expected not widely used among China 
consumers, but is likely to be so in the near future. In respect of channel length, it is 
quite long at present because of the huge geographical size of China. For the 
remaining two factors, it is undisputed that high fashion is not complex and self-service 
is predominant shopping behavior. 
In summary, in respect of high fashion, the factors that the channel is long, the 
product is not complex and of self-service mode far outweigh the factor that the 
Hennessey, 1992, p.472 
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product is not widely used at present. When also taking into account of the reasons 
above which makes personal selling not appropriate means of promotion, advertising is 
preferred. 
Media access 
There are problems in media access in China. First is the charge. Under 
China's three-tiered rate structure, joint venture companies are charged about twice as 
much as domestic companies; foreign companies pay up to five times as much. The 
second problem is that since most mainland media still operate under strict centrally 
imposed rules concerning allocation of advertising space, demand for space far 
outstrips supply. In some cities, even if the enterprises are willing to pay the money, 
they cannot place an advertisement. The People's Daily, the official national 
newspaper, limits its ad space to one-sixth of its eight pages; only a quarter of all ads 
can be foreign. Thirdly, there is a lack of any credible readership or audience data. 
Media selection 
Provided that the above media access problems are solved, the next question is 
which media to be chosen for high fashion. 
‘ Like other developed countries, there are a wide range of media available for 
advertisement in China. Aside from the traditional print media consisting of 
newspapers and magazines, enterprises in China have access to radio and television, as 
well as billboards. 
For products that require deeper penetration and mass acceptance, radio is the 
most effective. There are over 150 stations and 200 million sets of radios in China 
reaching the majority of the vast population. 
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Television sets are still regarded as a luxury item. Television commercials can 
only reach the more affluent sector. Viewship is mind-boggling: some estimates put 
urban penetration at 90 percent, although there is no really reliable data. China Central 
Television (CCTV), the Beijing-based national network, claims 600 million viewers for 
its evening news, the largest television audience in the world. 
CCTV is the only one national network in China. However, according to 
Reaves (1985)^^ there are fifty six television stations for advertiser to choose from. 
Rates for 30-second slots vary widely. Table 2 shows the media advertising rates in 
China. 
Besides conventional cable and satellite TV channels, foreign companies can 
also buy space on closed-circuit television channels in the arrivals and departure halls 
of five mainland airports. This targets at affluent travelers, including the consumers in 
China. A 30-second commercial repeated 15 times a day for four weeks costs 
HK$25,000. 
Presently, there are over 500 newspapers in China with a daily circulation of 
120 million. The readership will, of course, be higher than 120 million because papers 
are often circulated within an organization or posted on walls and notice-boards. The 
People's Daily claims a circulation of 5 million, the largest circulation of any newspaper 
in the world, asks a quarter-page ad costs almost HK57,000. 
There are over 4,000 magazines in China. However, many of them are 
technically or academically oriented. Their target tends to be rather specific and very 
few of them can provide any readership profile because these are not available. 
Reaves (1985) 
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Recently, there is emergence of magazines which are primarily focused on personal 
consumption. 
Billboards account for 30 percent of advertising spending in China, down from 
39 percent in 1989. Prime sites include main roads, overpasses, railway stations, 
shopping arcades and airport departure halls. Size and placement are controlled by 
individual cities. 
Without sufficient data on charges of each media, the ability of reaching the 
target client effectively and efficiently become the deciding factor in selecting the right 
media for high fashion. In this regard, TV and closed-circuit television channels in the 
airport are the most appropriate vehicles for advertisement. An added advantage of 
using TV as a media is that most Chinese believe that only very large companies can 
afford to use television for advertisement, it can certainly increase public awareness 
and improve corporate image. 
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, TABLE 2 
CHINESE MEDIA ADVERTISING RATES 
Chinese Media Advertising Rates'^ 
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CHAPTER III 
SUMMARY OF FINDINGS FROM OBSERVATION 
AND PERSONAL INTERVIEWS 
The current situation analysis of Beijing is based on our observation and 
personal interviews with some salesladies in Beijing's shopping malls, together with 
some discussion with the managerial persons of Palace Hotel, China World Hotel, and 
Ryoden Apparel. 
Shopping Area 
Beijing has a lot of shopping areas selling imported products. CVIK Plaza, run 
by Yaohan Group, Parkson Department Store run by Indonesian Group, Lufthansa 
Centre run by German Group, The Palace Hotel run by Peninsula Group, The China 
World Trade Centre run by Shangri-La etc. All of them are joint ventures with China 
entities. 
Electrical appliances, food, cosmetics are found in CVIK, Parkson and 
Lufthansa while top branded fashion are in Palace and World Trade. 
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Palace Hotel is situated in Wangfujian district, the centre of Beijing. 
Wangfujian Street become a sea of people on holidays as there are many local retail 
shops. MacDonald is located there too. However, as Palace Hotel is a 5-star hotel, 
only the travellers and business elite shop in the shopping mall. 
World Trade Complex is situated in the north-east part of Beijing. It is the 
focus of the business elite as it has the conference and exhibition centre, apartments 
and hotels. Lufthansa and CVIK is nearby. The newly opened Hardrock is 5 minutes 
walk from here. 
Shopping malls with high fashion include the mall in China World Hotel, and 
Kerry department store in Conference and Exhibition Centre. 
Top Fashion Brands 
Many top brands have their outlets or consignments in Beijing: Louis Vuitton, 
Valentino, Lanvin, YSL, Escada, Celine, Dunhill, Fendi, Christian Dior and Charles 
Jordan etc. New entrants are Bally, Gianni Versace and MCM. Only Louis Vuitton 
seems to have profit as there can be queues of customers, most of the top brands are in 
a loss. 
Customer Profile 
In the interviews with the General Manager of Shangri-La and the Commercial 
Manager of Palace Hotel, they agreed that there is a high income group who are 
willing to spend a high proportion of income in fashion for their own use or for gifts. 
For instance, some local sales representatives under the employment of HK firms are 
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earning over HK$10,000 together with many perks. They are willing to spend over 80 
percent on grooming and entertainment. Gift presenting is common. They want to 
spend but they are not educated on how to spend. They perceive Goldlion as a very 
prestigious worldwide brand but they may not know Bally nor Christian Dior. 
According to the interviews with 10 salesgirls of 4 brands, Celine, Louis 
Vuitton, YSL and Lanvin, 60 percent of customers are business elite including the 
local Chinese in Beijing or from other provinces, 30 percent are Japanese travellers and 
10 percent are others. 
The hot selling items are ties, scarves and small leather goods like wallet and 
card case. Bags and menswear are moving but ladies wear are "dead". The 
merchandises with logo or well identified symbol are more popular. 
Marketing Mix 
Product Strategies 
There is no specific strategy like product adaptation. Most of the brands are 
selling old models because they think that in such way the product life cycle can be 
prolonged. For instance, Celine is selling the old stock of season 92 autumn/winter 
which are in fact dead stock in HK. Huge golden earrings, pink and purple wood 
bracelets, bulky wallets, old-style cutting suits are easily found in many high fashion 
shops. 
The elites in Beijing may not follow the prevailing trend in Europe or Hong 
Kong, but once they spend so much money on a merchandise, they would consider 
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whether it sounds elegant in their sense and whether it is highly recognized by others 
that it is of top brai;d. Selling old models without considering whether they suit the 
need of customers or not will definitely have the negative feedback — Customers will 
not buy them! 
Pricing Strategies 
As there is heavy import tax of high fashion items (80 percent to 100 percent), 
I 
the landed cost in Beijing is double to that in Hong Kong. Furthermore, there is 17 
percent VAT, so the fashion house will add it on top of the retail price in advance. : 
！ 
Though high price is correlated to high quality in the high fashion industry, the 
price cannot be unreasonably high, otherwise it is beyond the purchasing power of the 
target customers and will encourage gray market. 
Most brands have lower profit margin in Beijing than in other markets, like 
Hong Kong. In general, the price structure in Hong Kong and Beijing are compared as 
follows: (The mark up of high fashion industry in HK is 2.5 to 3, let us take the 
average, 2.8) 
Landed Cost Mark Up Net Retail Price Profit margin 
HK HKSlOO 2.8 HK$280 64 percent 
Beijing HK$200 1.8 HK$360 44 percent 
(RMB 227) (RMB 409) 
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The above net retail price excludes VAT, so the actual retail price to the 
customers is HK$423 (RMB 481), i.e. 50 percent higher than the retail price in Hong 
Kong. 
For the high fashion shops in Beijing, a lower profit margin is feasible as the 
rent and salary are much lower than those in Hong Kong. 
High price but competitive is the strategy being adopted now. Prices continue 
to climb. An average wool suit now runs 15,000 RMB, trousers are 3,500 RMB, a 
fancy knit sweater 2,500 RMB and a cashmere blazer 20,000 RMB. 
Distribution Strategies 
Most top brands are under the rental contract with department stores or hotel 
shopping malls. They have their own sales assistants in the shops or consignment 
counters, with the POS and sales training provided by HK staff. The fashion house 
should pay the rent and/or commission to the department store or hotels. 
Each brand has only one outlet as the market for high fashion in Beijing is not 
too big. 
During the selection of location, most brands are following suit of the others. 
Therefore, the areas concentrated with high fashion are only Palace Hotel and World 
Trade Complex. 
Palace Hotel is located at Wangflijian which is the biggest shopping area in 
Beijing. Under the Peninsula Group management, the Palace Hotel had its grand 
opening in end 1992 and has its shopping mall targeted at Beijing's newly rich and 
increasing sophisticated residents. 
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Louis Vuitton, Celine, Karl Lagerfeld, Emenegildo Zegna, Etienne Aigner, 
Escada, MCM are running as specialty shops while Charles Jordan, Dior, Fendi and 
L.A. Gear are carried in the Baginski boutique. Newcomers are Bally, Gianni Versace 
and MCM which are specialty shops. The Palace, with its palatial appearance, central 
location and focal point of the top brands, is currently very unique in Beijing. 
The secret of having recruited so many top brands in Palace Hotel is not only , 
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the favorable location as the centre of Beijing, but also the techniques of the •‘ 
management to attract the talents. They did the most difficult job, which was to recruit 
the first batch of talents, by approaching the umbrella companies such as Agache Inc. 
in France which holds Louis Vuitton, Celine and Christian Dior. They gave very 
favorable package offer to Agache in order to get at least three top brands, which in 
turn act as promotion tools for Palace Hotel to rent out other shops. Every top brand 
definitely intends to have a shop in a prestigious environment and be in a cluster of 
shops carrying high-end merchandises. As Ms. Teoh, the Commercial Manager of 
Palace Hotel mentioned, "Most brands enter into Palace Hotel without sophisticated 
analysis, but just believe that it should not be a wrong decision to follow suit as many 
other competitors are already there." 
However, time proves that there is no simple recipe to follow. Almost all the 
shops are at a loss. Though one may put the blame on the 40 percent drop in China's 
currency in the swap markets last summer which has caused wreaked havoc on the 
profit margins of foreign retailers, most brands in Palace Hotels began to shaken the 
confidence to the Hotel. They suspect that their target customers rarely shop in 
Wangfujian as they are the business elite who should be very busy and do not have 
much leisure time to do shopping. 
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Most big international companies are located in World Trade Centre in the 
eastern part of Beijing. World Trade Centre is a complex of two office towers, with an 
exhibition and conference centre, apartment, Traders Hotel (an economical one) and 
China World Hotel (a Five-star one). The two hotels are under the management of 
Shangri-La International Hotels Group. 
Over 60 big corporations such as AT&T, Exxon, Jardine, most of the airline 
companies and many consulates are there and thus so do the target customers. This is 
why some brands like Valentino, Lanvin, Longchamp and Yves Saint Laurent have 
their corners in Kerry fashion centre in the shopping arcade of World Trade conference 
centre. Meanwhile, the layout plan of the shops in China World Hotel will be 
redefined in order to have more branded shops there. The General Manager of China 
World Hotel, Mr. Hans R. Hauri, said, "We cannot deny that Palace Hotel WAS the 
leading hotel in terms of the occupancy rate. However, as more and more conferences 
and exhibitions are held in Beijing, the occupancy rate of China World Hotel has 
override that of Palace recently. Moreover, the group who has strong purchasing 
power is here. Elites from all provinces of China, expatriates and travellers are 
concentrated in World Trade. We can anticipate that we can do much better than 
Palace as more and more top branded shops show intention to enter; such as Christian 
Dior, Guerlain and many Palace's talents who will have their contracts expired next 
year." 
Promotion Strategies 
The media access for high fashion is very limited. Unlike Hong Kong, Japan, 
Europe and US, there are very few high fashion magazines in China. According to the 
data given by Bozell advertising Co. Ltd., to date only two are circulating in China, 
one is Elle China, the other is Modern magazine but the circulation is unsatisfactory. 
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High fashion retailers seldom place advertisements in local newspapers, 
magazines and TV commercials. It is most probably because these means are not 
considered as effective and more importantly, most retailers do not want to invest too 
much. 
Besides personal selling on sales floor which is definitely a must, the only 





After reviewing the current situation in Beijing and the literature on the 
marketing strategies on branded products, we would go deeply into the diagnosis of 
the strategies of Beijing high fashion business by three case studies. Gianni Versace, a 
new entrant into China; Celine, doing business in Beijing for 2 years; Cerruti, having 
outlets in Shanghai and Beijing --- all of them have different stories and valuable 
experience to be shared. 
Case One: Gianni Versace 
Background 
In Hongkong, Eastern Prime Line is in joint venture with Green and Found as 
the agent for Gianni Versace. In China, Eastern Prime Line does it without Green and 
Found. Although Eastern Prime Line has been planning for the opening of the Beijing 
shop which was supposed to be the first Gianni Versace shop in Mainland China since 
two years ago, the Beijing shop was not opened until January 1995. Eastern Prime 
Line does not have an office in Beijing, but only the Gianni Versace shop there. 
Instead, the Shenzhen shop has been opened for one year already. Eastern Prime Line 
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considers itself to be still at the growth stage of the investment cycle and is not over 
anxious to reap the harvest yet. 
Why chose Beijing? 
This was decided by Eastern Prime Line two years ago. At that time, the 
following conditions were considered: 
• Beijing is the capital of China and it is a place for brand names. People there 
have got awareness of famous brands gained through frequent travelling 
internationally. 
• Beijing is the place where there are always occasions where people would have 
to be dressed up. 
• A shop in Beijing would be like a flagship for Gianni Versace in Mainland 
China. 
• The population size and the standard of living of Beijing would justify its 
existence. 
• Gianni Versace .observed that there were others such as Louis Vuitton, Celine, 
Marguerite Lee, Dunhill who seemed to be successful already in getting a 
foothold in Beijing. 
On the other hand, at that time, Shanghai is not as appropriate since it was 





All the products sold in Beijing and Shenzhen are manufactured in Italy and all 
imported; while all items sold in Gianni Versace are designed by their own designers in 
Italy. 
Versace Collection is a second line of Gianni Versace selling casual wear, 
sports wear and clothes for the middle-aged. In China, Gianni Versace and Versace 
Collection are mixed together. A wide product line is offered. Besides clothes, 
accessories, watches, perfiime and home collection such as chinaware, cushions, tiles 
etc. 
The most popular items in China are those well way-out fashion which are 
trendy and stylish. This is because the customers want it to be highly visible so that 
others would spot that they are wearing high fashion immediately. They want it to be 
conspicuous. This is different from the consumer behaviour in Hongkong where the 
most popular items are those that are more traditional, classic and executive like. e.g. 
the best selling men's wear items are suits which have got cutting like Armani suits. In 
China, men's wear still comprises most of the sales though in both Shenzhen and 
Shanghai. In fact, Gianni Versace is more famous for its men's wear. 
The choice of colour and pattern for customers in China is also distinctive. 
Before the Chinese New Year, it was found by Gianni Versace that the best selling 
clothes in the Beijing shop are those red in colour since red is the colour for luck. 
There was an incidence when a customer who was looking for clothes for New Year 
who walked into the Beijing store and asked for all items that were in red. 
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Although Chinese people do not mind bold colours and patterns for the clothes 
to show off that they can spend a lot, they cannot accept ladies wear items which are 
too scanty or revealing since this is not considered proper for their culture. 
Retailers entering into the China market also need to be aware that the Nothern 
Chinese are usually more well-built than Hongkong poeple. Gianni Versace found that 
larger size clothes are required for the Beijing consumers. 
Unlike some high fashion retailers which dump old stock in China which are 
left over from other markets in previous seasons, the Gianni Versace shops in China 
carry stock of the same season as in Hongkong. They believe that their customers are 
all well-informed of what the new arrivals are and it is impossible to sell outdated 
styles to them. 
Price 
The prices are set a little bit higher than in Hongkong due to the high cost; 
although the rent and salary are already lower. Still, they get a smaller profit margin 
than in Hongkong. 
There is a difference in the payment method between consumers in Hongkong 
and those in Mainland China. The majority of customers in Hongkong pay card while 
in Mainland China, half of them pay hard cash. 
Distribution 
In Shenzhen, Gianni Versace have got a consignment counter in Seibu's; while 
in Beijing, the shop is inside the Beijing Palace Hotel. The Beijing shop is more than 
1000 square feet in size with a 3 years tenancy agreement. 
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The following factors contributed to the choice of this site: 
• The hotel has got an import licence. 
• Eastern Prime Line was approached by the developer who invited Gianni 
Versace to take part. They were used as the catalyst to attract other high end 
retailers into the hotel. Favourable terms were offered. 
• The shop mix in a hotel is better controlled. 
• The hotel is well managed and also arrange money transfer for Eastern Prime 
Line. 
All these enable Eastern Prime Line to get into the market easier with less risk 
and capital outlay. 
When considering the location, the flow of traffic is not that important since 
customers of Gianni Versace would not just pop-in. 
The construction material and furniture of shops in China follow the original 
design in Italy up to the smallest detail. The work is done by locals with the 
supervision from Hongkong. 
Tnventorv control 
Inventory is tightly controlled and well planned. It would be too costly and 
troublesome to overstock and there is no point shipping them out again since the 
import tax would already be paid. 
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All Stock are ordered from Italy and they are not mixed up with the stock for 
the Hongkong market; although they do transit Hongkong first. 
When Eastern Prime Line first entered the China market, they offer a wide 
variety; with one piece for each item only in the first shipment to test the market. After 
they found out more about what the customers like, they shipped more items in. In 
fact, in China, they follow Gianni Versace's policy worldwide not to refill the stock 
once an item is sold out to make sure that their items are only sold exclusively. If you 
cannot get it this season, you should come to them earlier for new arrivals next time. 
Promotion 
The major promotional tool used by Eastern Prime Line for Gianni Versace 
was print advertisement. Two magazines were used as media. The first one is Elle, 
which is the only bi-monthly high fashion magazine from overseas. It is printed in 
Shanghai and sold in Beijing. The other one is Trend, which is a local magazine in 
Beijing. Eastern Prime Line may consider to place advertisement in other new 
magazines which will be available shortly in Beijing such as Avenue, Madame 
Ferragamo and Hall of Fame. It costs about HK$70,000 - 80,000 per issue. 
Another medium used is TV commercial in the airports. TV commercial in the 
TV network is considered too costly. Since Eastern Prime Line do not have a joint 
venture with a local partner, they would have to pay for higher advertising rates for 
foreign investors. However, interviews and fashion shows of Gianni Versace are 
sometimes broadcasted on the TV network as part of their entertainment program 
which help to increase the brand awareness. 
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Gianni Versace has not held any fashion show in China yet. The opening in 
Beijing was a soft one. A fashion show is considered as too expensive, costing at least 
HK$6 - 7 million dollars; since Gianni Versace insists on flying the top models and the 
whole crew first class to China and this is not justified yet. Eastern Prime Line is 
considering a grand opening sometime this year and a PR firm may be used. 
Management 
The sales staff in the shops send reports to Eastern Prime Line in Hongkong 
daily by fascimile. The reports consist of information on the sales figure, the items 
sold, the discounts given, the comments from customers etc. 
In Beijing, the recruitment of sales staff are facilitated by the hotel but Eastern 
Prime Lines makes the final decision. The salesgirls are all locals. They are trained in 
Hongkong. Their salary reaches from RMB 1,000 - 1,800 per month. They work on 
shift and their working hours per week cannot exceed 44 hours. The opening hours 
are from 11:00 a.m. - 9:00 p.m. There are six salesgirls in China and they are 
supervised by a staff in Hongkong who goes there once a month. 
Critical Success Factors 
• A well-known brand: For Gianni Versace, the best message for its target 
customers is to informing them that it is the best high fashion overseas and is 
now available for sale in China. 
• Guanxi: A reliable local partner can help in all aspects of business and make life 
easy. 
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Problems and Opportunities 
Gianni Versace has got no track record in China. It is not certain of the market 
size. 
Comparatively speaking, it is quite a new brand of high fashion compared to its 
competitors (10 years' history); and may not be as well known as other high fashion 
brands which have entered the China market earlier than them. 
.Moreover, the import duty is high (100 - 150 percent); eroding the profit 
margin. 
VAT is absorbed by the company instead of passing off to the consumers. 
They believe that the sales volume would decrease if they increase the price. 
The mentality of the sales people are very different from those in Hongkong. 
Although they are better trained now, they are not as commercial minded and service 
minded as those in Hongkong. 
Albeit these, Eastern Prime Line still thinks that the China market is a lucrative 
one worth pursuing. In fact, the sales in Beijing is better than Hongkong regardless of 
its short history there and it was better than forecsted. This is partly due to the fact 
that there is less competition there than in Hongkong. 
It is expected that the sales growth would be tremendous given that the 
political and economic conditions are stable.. They expect to breakeven next year. 
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Case Two: Celine 
Background 
French luxury goods firms, purveyors of fine cognacs, perfumes and designer 
labels to the world, are gearing up to indulge China's long-suppressed taste for the 
good life. 
LVMH Moet Hennessy Louis Vuitton, has the mission of entering its brands 
into China market, including Hennessy cognacs, Christian Dior cosmetics, Louis 
Vuitton bags and Celine collection. "Within 10 to 15 years, the weight of this market 
will be close to that of Japan" LVMH chairman Bernard Arnault said. 
With that prospect in mind, Celine opened its shop in Beijing in early 1993, 
under the management of HK regional office. The aim of Celine to enter into China 
market is to get a hold in the early stage, to get the name recognized by the elite before 
the market is saturated . In the first two to three years, the business in China may not 
bring any profit but they treat it as an investment process. 
Celine and Louis Vuitton shared the information about finding distribution 
channel in China and they decided to start in Beijing which is the second highest 
income city and has less competition in high fashion field. 
Celine and Louis Vuitton decided to rent shops in the shopping mall of Palace 
Hotel in Wangfujian, the central part of Beijing. Palace Hotel is a joint venture 
between Peninsula Hotel group and the military-associated party. The hotel has the 
retail license and it acts as a consultant for the shops in the area of recruitment and 
understanding of the government's ever-changing regulations. The commercial 
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manager of Palace Hotel serves as the coordinator for Celine. Celine pays a fixed rent 
to Palace Hotel and it trains its own sales staff and controls the management and 
operations of the business. 
Celine has only one outlet in Beijing. There are four sales girls and one shop 
manager for the daily operations of Celine shop which is about 100 sqm. All the sales 
staff is under the GM of Hong Kong office. 
Financial Issues 
All capitals are raised by Celine Paris. The management of Celine Beijing 
solely rely on Celine Hong Kong but the profit and loss accounts of Celine Beijing and 
Celine Hong Kong are separated. 
Celine Beijing is in a loss position. The sales turnover per month is only RMB 
50,000 to RMB 100,000 per month while in Hong Kong the average sales turnover in 
non-sale season is HK$1 million per shop of similar size in prime area. 
As the company has not yet made any profit at this moment, it does not come 
across the problem of the conversion of RMB to foreign currency. They increase the 
price during the recent depreciation of RMB and the insertion of VAT. Sales turnover 




Polo shirts, belts, bags, shoes, artificial jewellery, T-shirts, ties and scarves are 
sold in the shop. However, the sales ladies mentioned that there are not enough small 
leather goods like card case, key holders which can serve as gifts for the businessmen. 
In fact, there are narrower product range and depth of Celine products in 
Beijing comparing with those in other parts of the world. Product range excludes 
ready to wear, like suits, coats, pullovers and dress. Moreover, the varieties of each 
product type are much lesser. 
Celine used to send the obsolete items in HK to Beijing. Big wooden ear-rings, 
bulky chain belts etc. cannot be sold even when 80 percent discount is given. The sales 
performance has been unsatisfactory to the management team. From the spring-
summer 1995, Celine will start the merchandising plan for Beijing, It learns that 
Beijing people's taste is one step behind the world trend but NOT too much. One 
should try to understand the Beijing taste and educate them the world trend eventually 
instead of treating it as a garbage can for all obsolete items. 
Easily identified logo is a must in the merchandise selection. From bags, small 
leather goods to ties and scarves, the logos should be exposed. The people are willing 
to pay for quality and more importantly, the conspicuous design. 
The stated country of origin of the products is France or Italy. Design of all 
Celine products is originated in France. It is not a designer brand, instead it is a group 
of designers working for Celine which used to be a children's shoes company. French 
and Italian products have a prestigious image in the global high fashion market. It is 
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unlikely to be changed in the short run, so Celine does not consider to set up its plant 
in China or any other Asian countries. 
Celine mentioned that it has no product return policy at this moment. The 
import tax is very high，therefore it is not cost effective to send back any merchandise. 
It tries to do some staff crazy sale for the hotel and shop staff to clear the products but 
there are still quite a lot remain. 
In the future, Celine will have better merchandise planning in order to eliminate 
the dead stock. It will have more varieties and quantities of the best sold items like 
handbags, ties and small leather goods. When the market gets more mature and 
sophisticated, it will carry more ready to wear which is the high profit items in most 
countries. 
Pricing 
The price structure used to be the cost times 2.8, that is about 60 percent mark 
up. However, as the import tax is 100 percent and there is VAT 17 percent, the price 
would be much higher than that in neighboring countries and could not be affordable 
by the local Chinese. Therefore, the management decided to cut the profit margin. 
Now the price is 1.5 of the price in HK, that is about 30 percent mark up. 
Celine accepts credit cards though it will further eat up its profit margin. 
Distribution 
There is only one specialty shop located in the Palace Hotel in Wanfujian in 
Beijing. It chose Palace Hotel because the hotel had an attractive program of grouping 
the high fashion brands in its shopping mall. It successfully invited Louis Vuitton, 
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Escada etc. and eventually other brands also followed suit. The hotel assists in the 
recruitment of staff and passes the updated rules and regulations to Celine HK office. 
However, there is redevelopment in the district of Wangfujian where it used to 
be the busiest shopping centre but now it is a huge construction site. The traffic is 
directed to other districts. Moreover, Palace Hotel does not have any promotion 
program for the shops. Many shops including Celine begin to think about changing 
location. 
Celine may move to China Hotel in the World Trade Centre. As mentioned 
earlier, World Trade Centre is a complex of hotel, apartments, exhibition centre and 
commercial buildings. There are lots of foreign companies in the complex, such as 
AT&T, Exxon, many airline companies and consulates, which means that quite a 
number of targeted elite are working there. Moreover, the China Hotel which is under 
the management of Shangri-La group wants to compete with Palace Hotel as a centre 
for high fashion brands. It is actively selling its new idea to them and Celine is one of 
the brands who may consider moving when the contract with Palace Hotel expires. 
The logistic support at the moment is quite weak. Computer is not applied at 
the moment because the management does not think that it is justified for such sales 
performance. The procedure of shipping the merchandise to Beijing is quite 
complicated. Plenty of documents have to be submitted. It may delay the delivery of 
the current season products. 
The store layout and interior design is French originated in order to keep the 
corporate identity. However, the window display is quite different from that in HK or 
other parts of the world. In other countries, the window displayers of Celine may put 
very innovative window display, such as using the tie as a belt, putting a belt around 
the neck of the mannequin, or even dressing the mannequin with the shopping bags in 
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the sale period. It is believed that Beijing may not accept those concepts right now, so 
the display in Beijing is very simple and straight forward. 
Promotion 
There is no promotion activities till now. Celine is not very sure which is the 
most effective promotional tools as there is a lack of market research in China. It is 
believed that magazines and press release are the affordable means at the moment. In 
1995 it will place advertisement in Elle magazine through the advertising agency in 
HK, BozelL The annual advertising budget in 1995 is HK$200,000 which includes 
advertisement and press release. Press release itself is free of charge but the company 
has to entertain the reporters by treating them meals or giving small gifts. 
The sales promotion used is discount in sale period, following the seasons in 
HK. July, August, January and February are the sale months. Moreover, some items 
such as the obsolete jewelry and clothing are on sale throughout the year. This policy 
will change once the dead stock is cleared or written off. When careful merchandising 
plan is launched, it is not supposed to have any long term sale period any more as it 
harms the image of the brand. 
Celine will not consider fashion shows and sponsoring movie star as they are 
quite costly. However, when the business can turn to a profit, comprehensive 
promotion programs will be adopted. Direct mailing will be launched for arousing the 
attention of the elite of foreign big companies. 
Sales promotion is critical and there is room for improvement. The salesladies 
are neat and serve with courtesy. What they lack are product knowledge and 
assertiveness to the clients. 
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Case Three: Cerruti 
Background 
Cerruti is represented by Ryoden Apparel in HK and China market. The 
director of Ryoden is an experienced person in China business. He worked for Puma 
before and set up outlets in China. Now Cerruti has outlets in Wings Department 
Store in Shanghai and World Trade Centre in Beijing. 
Marketing Strategies 
Product 
Cerruti carries ready to wear, bags, small leather goods and ties. A planned 
selection is delegated to Beijing. 
Menswear is quite emphasized by Cerruti in Beijing market as its target 
customers are the elite such as businessmen and senior managers in Beijing. Cerruti is 
still on the trial about the taste of Beijing people. Take an example, once the sales 
ladies gave feedback to the management team that they could not sell well on the suits 
because the people liked light color ones which Cerruti did not offer at that time. The 
management doubted this comment but still it would like to try since no one is sure 
about the taste of Beijing people. On the other hand, the management also wanted to 
motivate the salesgirls to give feedback. It was proved that light coloured suits were 
not popular at all and they remained on the rack. 
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The secret to minimize the risk is to keep the quantity of each style to a 
minimum. Then feedback from the front line people is crucial. There is no short cut to 
understanding the need of the customers. Now by trial and error, Cerruti understands 
a lot about the need of the customers. 
Price 
The threat to Cerruti, as to many retailers, is the high import tax and VAT. 
There is no way to get rid of the import tax. Many casual wear such as Giodano doing 
production in China do not need to pay the import tax. However, for high fashion 
business, the country of origin is critical and hence they cannot set up production in 
China. 
Cerruti worried that the high price plus VAT would scare the potential 
customers off. Therefore it absorbs part of the shock of VAT by lowering the selling 
price. 
Distribution 
Cerruti sets up its own specialties shop in the shopping mall of World Trade 
Centre which has the retail license. It chose World Trade instead of the Palace Hotel 
where quite a lot of high fashions located because it knew about the town planning in 
Wangflijian. The redevelopment of the district takes years and it will definitely 
threaten the customer flow. World Trade is a commercial centre and thus form a 
convenient shopping place for the busy elite. 
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Promotion 
Fashion shows are launched in Beijing, with Ge You, the famous actor in 
China, as the model. It invited many political leaders, including Lu Ping to the dinner 
with Cerruti management team. High level contacts are emphasized by Cermti 
because it thinks that when you do business in the political centre, it is necessary to 
contact the political leaders to make sure good relationship is kept. 
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CHAPTER V 
PROBLEMS IN RUNNING HIGH FASHION 
BUSINESS IN BEIJING 
With the thorough study through observations, interviews, discussions and 
literature review, we would generalize the problems and difficulties in running high 
fashion business in Beijing as follows. One should aware of this before and during 
running the business. The significant difficulties in running business in China are: 
In general, for the retail market: 
• Very tight supervision over origin of goods and pricing. 
• Government regulations are swiftly applied shortly after their 
announcement e.g. VAT. 
• Frequent changes of economic policies and control. 
• Scarce data on consumer behavior. 
• Difficult to gage the effectiveness of various advertising media. 
• Each major city is going through many and varied city developments which 
change drastically the flow pattern of consumers, e.g. new department 
stores and shopping centres, new public transport systems etc. 
• Many unforeseen problems that have to be solved tactfully but quickly. 
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Specifically for high fashion market: 
Over-Estimation of Purchasing Power: 
Some retailers may have been too optimistic about the purchasing power of the 
Chinese residents. At present, it seems that Chinese consumers are still in the midst of 
a spending spree. A large portion of the income is disposable since they do not have a 
lot of obligations like mortgage loans. Due to the lack of outlet for large expenditures, 
there seems to be a promising future for high fashion. However, it may not be totally 
true: 
“A quick look around the Seibu or Wings department stores in Shanghai 
reveals a lot more browsing than buying. The busiest section of the Yaohan store in 
Beijing is the supermarket/food court，where prices are higher than at China 
establishments but cheaper than elsewhere in the store.”" (The China Business 
Review, Jan-Feb 1994) 
Increasing Inflation 
The economy in China is overheated and there is an investment freeze and 
credit controls are imposed. Operating costs may increase as a result of the surge in 
interest rates. Wages for sales and executive staff in China have increased by 30 per 
cent and 12 per cent respectively since November 1992. Competition for prime sites 
for shops is keen and rental rates can be as high as HK$100 per sq. ft. 
”David Ho and Nancy Leigh. "A Retail Revolution " The China Business Review 
(January - February 1994)，p.25 
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Shortage of Supply of Management Staff 
There is a shortage of qualified management staff and the competition for 
competent managers is keen. In general, local workers are not familiar with foreign 
management techniques and do not understand the hierarchy concept. Intensive 
training is often required. 
Increasing Competition 
Many internationally-acclaimed brand names want to enlarge the China slice of 
their investment pie. 
As people are becoming more selective of brand names, varieties and prices, it 
becomes necessary to provide products that offer good quality, stylish design and 




Facing the problems and difficulties in running high fashion business in China, 
particularly in Beijing, we would suggest an action plan to tackle it. A flow chart is 
attached in the Appendix 1 demonstrating this plan. 
Employ Experience Personnel to Head the China Business 
A company should not enter the China market without a China expert. It is 
quite common that the general managers of high fashion companies in HK are expert in 
fashion field but not expert in China market. They are professional merchandisers who 
are full of fashion sense. 
In the mature market like Hong Kong, high fashion is merchandise-oriented. If 
the merchandise is right, the target customers will come, even if minimal marketing 
effort and management technique are applied. There are less pitfalls in HK than in 
China. Therefore, a fashion expert is preferable to a market expert, if a combination of 
two cannot be found. 
However, as the China market is in the starting stage only, a good plan in 
entering the market and avoiding the pitfalls is very crucial. China market expert is 
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more important than a fashion expert. Fashion business in China needs to be headed 
by an experienced personnel who can understand the rule of the game in China, who 
can understand and predict the problems there and be a problem solver. They should 
have connections with other China experts, relationships with China local influencers 
and decision makers in order to avoid the pitfalls in running business in China. For 
example, they would be checking the town planning whether the proposed location will 
have redevelopment, checking the background of the potential JV partner, and 
understanding the way to deal with the rules and regulations there. 
For the merchandising plan, they can delegate to the merchandisers. In fact the 
fashion taste in Beijing is not very clear at not moment, trial and error with effective 
feedback system can help. 
Consult Consultants/China Expert 
No one is China expert in every field and every city. Advice from consultants 
like lawyers and accountants is precious. It may or may not involve high cost. It 
depends on the relationship and connections of the company. 
Observe Performance of Competitors 
There is a lack of market information in China. As mentioned by Ms. Gei Man 
Fung, the chairman of Grey Advertising Co. Ltd., it is difficult to carry out market 
survey in China as both the government and the interviewees have suspicious attitude 
towards surveys. Even if the people are willing to answer the questions, they may not 
give true answers. 
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Therefore, a more effective way to understand the market before setting up is 
to observe the performance of competitors. Believe the eyes rather than the ears. 
Observe the customer flow in various locations, talk to the sales ladies of the 
competitors, observe the products bought by the customers. This is very basic but 
necessary. , 
Check Town Planning 
Even MacDonald in Wangfujian Beijing cannot avoid this problem. Though 
the planning of China government may change from time to time, one should not get 
discouraged and should check with the published plan and consult the local 
government officials. 
One should bear in mind that it is very costly to retreat in a short period of time 
like one to two years since the renovation cost will not depreciate much yet. 
Check the Prospective JV Partners 
One should understand the background of the JV partner, alert of the terms of 
cooperation and most importantly, predict the problems faced and let any confusion be 
cleared in advance in order to avoid controversial issues. China counterparts are 
usually very capable in negotiating good terms and in protecting themselves. From the 
experience of many China experts like Gei Man Fung and Chan Ho Fung, a company 
should not let the JV partner in China have the management power. Otherwise, a lot 
of discrepancy of ideas will arise in the future. 
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A suitable partner is very critical in ensuring the successful establishment and 
on-going operation of the business. They would know the market and ways to get 
around stumbling blocks like tax and regulatory issues. Sometimes, however, the 
selection of the local partner may be out of the control of the foreign investor, since 
the government may dictate the local partner to the foreign investor directly. 
Many foreign investors have encountered problems with their local partners 
such as management problems. Very often, the foreign investors may have to take on 
the former staff of the local partners. As a result, extensive training would be required 
and there may be differences in working style, culture and benefits offered to foreign 
staff and local Chinese staff which lead to grievances. 
The following are some of the considerations when looking for a joint venture 
partner (Chow 1994广： 
• Does your partner have the right to conduct the retail business? 
• Does your partner have access to a good distribution network and contact? 
• Can your partner import/export freely? 
• Are there any conflict in management style and priorities? 
• Does your partner control right to a good piece of land/property? 
• Does your partner have political/social influence? 
Ellen Chow Pik Shan. Retail Marketing in China. Business Thesis 1994, Hongkong 
Polytechnic pp.89 
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Evaluate the Feasibility 
Taking into consideration the problems to be faced, then the company should 
look back to the cards on hand — the financial situation of the company and the 
expected break even point. Reviewing the factors mentioned above, a company can 
determine the feasibility. If it is not feasible at the moment and the company does 
expect a good future in the high fashion business in China, it should try to solve the 
problems and test the feasibility after a sensible period of time. 
Define the Target Customers 
The company has to define the target customers before it can go ahead with 
any marketing plan. A brand should go through three stages in a market. These stages 
are illustrated in Appendix 2. In China, most of the high fashion brand are lacking in 
awareness and are in stage one. 
In stage one, demonstration effect by the travellers and expatriates working in 
Beijing is crucial. They act as catalyst to the primary market, the top businessmen and 
top elite in multinational business like AT&T and Exxon. 
When the brand starts to be aware of by the primary market, it is in stage two. 
A further step for the brand is to target to the secondary market, the wife and children 
of the primary market. This is then the stage three. 
Most brands start from stage one but the time they stay in each stage differs 
among various brands. Financial commitment on the promotion can push the brand to 
stage two earlier. Cerruti is a good example. 
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, Plan the Marketing Strategies 
The company can go ahead by confirming the JV partner and location 
accordingly. To change these two in the short run future is very costly. One must be 
very careful in choosing this. 
Next is the planning of the marketing strategies. In different stages, the brand 
should have common and specific marketing strategies. The specific marketing 
strategies are summarized in the Chart 2 while the common strategies are discussed 
below. 
Product Strategies 
Country of origin and brand name 
It is still unknown whether the result of Ulgado and Lee's study can be 
generalized into the context of high fashion field in Beijing. If the most favorable 
countries of origin are France, Italy, Japan and US; while brand name is still the most 
important factor that needs to be taken into account, the implication to high fashion 
field is that there is really potential in Beijing market. Tremendous effort is then 
required to be put into making the name well recognized. They should "educate" the 





The study ofH.M. Yau and the evidence from the case studies imply that brand 
visibility is very important for a product to be successful in China. As such, it is of 
vital importance to have the brand name of high fashion to be as easily visible as it can 
or alternatively, the color, style or pattern of the fashion is so unique that its brand 
name can be told from them. For instance, the pony logo of belts, chain pattern of 
scarves, butterfly buckle on shoes etc. are comparatively easier for identification. 
The strategy of simply selling old model items should be get rid of. It is not a 
matter of new style nor old style. It is a matter of whether the merchandise meets the 
NEED of customers. 
Pricing Strategies 
China consumers associate high price with quality. Therefore, as long as the 
product has reasonable quality and its price is comparable with the other top brands, 
consumers in China do not mind to pay higher price. The frequently used price 
benchmark for the customers are prices for ties, belts and scarves. The brands should 
specifically be cautious in marking price for such categories — high enough to let 
people associate them with high quality, but lie in the range of other competitors'. 
Location 
It is believed that commercial area (China World Hotel in World Trade 
complex) is a more preferable place than shopping area (Pacific Hotel in Wangfujian) 
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for high fashion as the target customers are busy business elite who would like 
convenience. 
Promotion Strategies 
To make the brand name well recognized, advertisement is required. TV and 
fashion shows can help a lot in making the brand name well recognized by the public, 
then the customers can show off and have "face" when they wear the branded fashion 
or present the gift. However, not many companies are willing to invest so much in 
promotion. 
Advertisement in magazines and press release is practical for most brands. 
Some magazines, like Elle is targeting at the elite. Printed in simplified Chinese 
characters used in mainland China, Elle magazine offers health and beauty tips, 
European fashion spreads, travel stories, interviews with HK movie starlets and a 
jumble of ads for Estee Lauder lipstick, Louis Vuitton bags, Cartier watches and 
Chanel suits/^ 
Plan the Management Strategies 
Besides the marketing issues, the management issues also play role in the 
success of the business. Logistics, staff training, reporting system etc. should be well 
planned. 
Shanghai. February 27, 1994, (Reuters) “How Elle Magazines Sells Fantasies in 
China.，， 
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In order to have a smooth running of the business, a soft opening is necessary. 
That is, to run the business on a trial basis for a short run, such as keeping minimal 
quantity of many varieties, testing the opening hours, then try to sort out the problems 
aroused from the system and do modifications. 
Awareness of the Environment and Getting Feedback 
After the full running of the business, one should keep on doing what it did in 
the setting up stage, consulting the China experts, observing performance of 
competitors, checking town planning and checking the JV partners. 
Reviewing by getting feedback, doing its own market research in the shop can 
help improve the business. 
The whole action plan is supported by several several critical belief and 
behaviour, namely the long term vision, Guanxi and keeping the image and identity. 
Long Term Vision 
Quick returns should not be expected. Foreign investors should not be 
disappointed with initial sluggishness or even failure since the market is tough. 
Patience is the key. They should have the courage to act in face of many unknown 
factors and a situation in flux. 
Every step must be a learning step.: 
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"Rushing in too fast and becoming a victim of over-enthusiasm has led to 
letters of intent being mistaken for contracts or failure to ask key questions (such 
as) when and how do I get paid, and how do I get it out? ”卯 
Many aggressive HK retailers overestimate the market potential in China and 
underestimate the hurdles that exist. China market is for those who take the long-term 
view. China presents many lucrative business opportunities as potentially the world's 
o 1 
largest consumer market. 
According to Sonny Doo, the senior manager of accountants at Coopers and 
Lybrand, China could be the right place for companies to expand retailing business in 
the long-term and China could potentially become the world's largest cocnsumer 
market despite the mainland still has to mature in terms of consumption power and 
consumer sophistication. 
Guanxi 
Guanxi is a critical success factor. This term refers to a special informal give-
and-take relationship between two parties. Those who have such connections with 
officials in power can transact business much more effectively than those lacking it. It 
reduces the complexities in the bureaucratic procedures. For example, the 
procurement of a strategic location would pose a problem since competition for prime 
sites is fierce. Developing sound relations with government officials would faciliate a 
lot in acquiring a good site. Time spent building relationships with official at all levels 
is an important defensive tactic. This is the remark of a manager becuase the 
"Common Beef.", Business China. December 12, 1994, The Economic Intelligence 
Unit, p.3 
21 ！qniith China Morning Post. April 8 1994, "Hongkong: Wounded Tiger Wary of 
Mainland Jungle." 
22 Smith China Morning Post. July 18, 1994, "Long Term Strategy Safest on Mainland 
Hongkong Retailers.” 
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McDonald's business became public, "Those guys don，t contribute to your profits, but 
they can shut you down. ”” 
However, the foreign investors should also bear in mind that they should not be 
over-impressed by an individual's connections — they may be over-inflated. 
Image and Identity 
There will be intensifying competition in the high fashion business in China. It 
is necessary for a retailer to have a clear image and identity to differentiate itself and 
make the brand be in the evoke set of the consumers. The image can be built up by 
promotional activities such as fashion shows, advertisements, as well as the layout of 
the shop itself. This is evident in all the three cases we have interviewed which all pay 
attention to the highest details with regard to the message in the promotional materials 
and the design of the stores. 





To conclude, we believe there is good potential, for high fashion business in 
Beijing as there is a growing pool of elite. However, we would like to state a number 
of basic areas as suggested by Mr H.F. Chan of Ryoden that have to be tackled in 
order to be successfiil in the high fashion business in China: 
• How to secure good and attractive merchandise at certain price level. 
• How to identify good retail locations at reasonable rental cost. 
• How to ensure the timing and logistics of supply of merchandise. 
• How to decide on an accurate sales and purchase budget. 
• How to maintain high quality and well trained China local staff. 
• How to maintain good communication between Hong Kong field staff in 
China and the management people in the Hong Kong headquarters, so that 
action plans can be executed smoothly and effectively. 
• How to increase brand awareness. 
• How to keep competitive price. 
• How to have better inventory control. 
Last but not least, high fashion business in China can be summarized in a 
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APPENDIX 2 
STAGES IN MARKET DEVELOPMENT 




Stage I Stage II Stage III 
Characterisitcs Demonstration More brand Mature market 
effect dominant awareness 
Target Customers Travellers Primary market* Primary & 
Secondaiy market* 
Product Mix Gifts e.g. ties, belts, Full line with local Full line with local 
scarves with logo taste and logo taste and logo 
Promotion • Billboard in • Fashion show A full mix 




* Primary market: - Top local elite in multinational business 
e.g. AT&T，Exxon 
- Top businessmen 
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